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WICHITA

Department of Finance
Controller's Office

City Hall — Twelfth Floor
455 North Main
Wichita, Kansas 67202

April 24, 2007

To the Honorable Mayor, City Council and Citizens of
the City of Wichita, Kansas:

We are pleased to submit the Comprehensive Annual Financial Report (CAFR) of the City of Wichita for
the year ended December 31, 2006.

Management assumes full responsiblity for the completeness and reliability of the information contained
in this report, based on a comprehesive framework of internal control that management has established for
this purpose. Because the cost of internal control should not exceed anticipated benefits, the objective is
to provide reasonable, rather than absolute, assurance that the financial statements are free of any material
misstatements.

To the best of our knowledge and belief, the enclosed data is accurate in all material respects and is
reported in a manner designed to present fairly the financial position and results of operations of the
various funds of the City and its component unit.

Kansas Statutes require an annual audit of all funds of the City by independent certified public
accountants. The certified public accounting firm of Allen, Gibbs & Houlik L.C. issued an unqualified
opinion on the City of Wichita’s financial statements for the year ended December 31, 2006. The
independent auditor’s report is located on page A-1 in the Financial Section of this report.

In addition to meeting the requirements set forth in State Statutes, the audit was also designed to meet the
requirements of federal Office of Management and Budget Circular A-133. The auditor’s reports related
specifically to the single audit are included in the Single Audit Section. The audit for the year ended
December 31, 2006, disclosed no reportable conditions, material weaknesses or material violations of
laws and regulations.

Management’s discussion and analysis (M D & A) immediately follows the independent auditor’s report
and provides an introduction, overview and analysis of the basic financial statements. M D & A
complement this transmittal letter and should be read in conjunction with it.



THE REPORTING ENTITY AND ITS SERVICES

The City of Wichita is the largest city in Kansas, with an estimated 2006 population of 358,870, and is the
county seat of Sedgwick County. The City is located in south central Kansas, 161 miles southeast of the
nation's geographic center and 124 miles from the North American geodetic center. The City's
incorporated area is approximately 156 square miles.

In 1917, the City became one of the first municipalities in the United States to adopt the Commission-
Manager (also known as the Council-Manager) form of government. In 1987, the form of government
was modified to a Council-Manager form with City Council members nominated by district and elected
at large. One member of the Council was appointed annually to serve as Mayor. In 1989, the form of
government was again modified to a Mayor-Council-Manager form with a Mayor elected at large and
other City Council members elected by district. The City Council was expanded from five to seven
members, including the Mayor. The City Manager is appointed by the City Council and is responsible
to them for the management of all City employees and administration of all City affairs.

The City of Wichita and its component unit provide a full range of municipal services, including police
and fire protection, parks and recreation programs, libraries, art museum, public housing, public health
and social services, infrastructure improvements, bus transportation, airports, water and sewer utilities,
planning and zoning, cemetery maintenance, internal support services, and general administration.

The City Council is required to hold public hearings on a proposed budget and adopt a budget no later
than August 25 of each year. The annual budget serves as a policy document, a financial plan, an
operations guide and as a communication device.

The Budget Process: The City of Wichita actually produces three operating budgets: 1) revising the
current year budget; 2) proposing a budget for the next year, which will become the Adopted Budget
upon Council approval; and 3) projecting a budget for the year following, which becomes the basis for
the proposed budget next year. Each year the departments provide information on operations (financial
and performance objectives) and identify changing needs for services. The information is reviewd by
Strategy Teams with the Teams’ recommendations presented to the City Manager and to the City
Council in a workshop setting for discussion and Council feedback. Department directors also
separately present budget submissions to the City Manager. Presentations are made to the District
Advisory Board of each Council District, providing opportunities for citizen participation in the
formulation of the budget as well.

The Finance staff reviews service plans and service enhancement plans and prepares financial analysis
for the City Manager. Following the City Council workshop, the City Manager reviews the budget
options and directs the Finance staff on development of a recommended budget. The recommended
budget is presented to the City Council and to the District Advisory Boards in July. The Council holds
public hearings on the proposed budget in July and August prior to adoption of a final budget no later
than August 25.

Budgetary Control: The level of budgetary control (that is, the level at which expenditures cannot
legally exceed the appropriated amount) is established at an individual fund level, but is monitored by
function and activity within an individual fund. The government also maintains an encumbrance
accounting system as one technique of accomplishing budgetary control. Unencumbered appropriations
lapse at year-end, however, lawful encumbrances are reappropriated as part of the following year's
budget. As demonstrated by statements and schedules included in the financial section of this report, the
City continues to meet its responsibility for sound financial management. Budget-to-actual comparisons
are provided in this report for each individual governmental fund for which an appropriated annual



budget has been adopted. For the general fund, the comparison is presented on page A-23 as part of the
basic financial statements, as well as a more detailed presentation beginning on page B-16. For
governmental funds, other than the general fund with appropriated annual budgets, the comparison is
presented in the governmental fund subsection of this report which starts on B-1.

THE LOCAL EcONOoMY?

The local labor market continues to improve with employment up 1.6 percent in 2006 yielding a net gain
of 4,600 jobs in 2006. General aviation had a record year in 2006 with deliveries 12.9 percent above 2005
and billings at a record of $18.8 billion, a 24.1 percent increase from a year ago. The numbers are good
news for the Wichita area, where Raytheon (now Hawker Beechcraft), Cessna Aircraft and Bombardier’s
Learjet facilities produced 42 percent of the aircraft delivered. Barring any unforseen event, company
backlogs suggest the cycle will continue for at least a couple more years.

Commercial aircraft, Boeing specifically, set a record, booking more than 1,000 new orders and
surpassing Airbus SAS for the first time in six years. Spirit AeroSystems builds 75 percent of the 737
airframe plus the forward section and other major assemblies for Boeing’s commercial jets, including the
compoiste forward fuseloage for Boeings 787 Dreamliner.

While manufacturing employment is growing, all three of the general aviation manufacturers in Wichita
moved their harness work to Mexico to affect lower costs. Overall, manufacturing productivity has risen
requiring fewer but more highly skilled workers and creating a shortage of highly skilled workers.

The wholesale and retail trade sectors grew slightly in 2006 and are projected to continue that rate of
growth in 2007. Professional and business services along with health care services reported strong
increases in employement and are also projected to continue growth in 2007. Slower growth in the
leisure and hospitality service sector is anticipated where about 700 jobs were added in 2006. The
information technology sector and the finanical services sectors lost jobs in 2006, and the downward
trend continuing the downward trend in 2007.

Other services, such as maintenance and repair, personal, religious and civic services are expected to
continue the trend of moderate but steady growth. Total wage and salary employment in the Wichita
Metropolitan Statistical Area increased 2.1 percent in 2006 while the unemployment rate moved down
from 4.7 percent in 2005 to 4.2 percent at the close of 2006.Overall, the projections indicate that
economic growth, though modest, is anticipated in 2007.

In 2005, Boeing Wichita’s commercial aircraft operations was sold to Onex Corp., a Canadian company,
which created a new company named Spirit AeroSystems. Spirit AeroSystems, reporting employment of
9,400, went public in November of 2006. A $246 million payout to employees was triggered by the
initial public offering of Spirit stock, resulting in 70 percent of the Spirit employees holding an equity
stake in the company. As a result of the initial public offering, approximately 4,000 Spirit workers
received a one-time, lump-sum cash payment of $35,446 before taxes in December 2006 as their share of
a Union Equity Share program negotiated in employment contracts. An additional $26,884 payment will
be made by Spirit in the spring of 2007 in the form of shares of common stock.

CITY BUSINESS AND FINANCIAL PLAN

The City routinely revises the current year budget, then issues a two-year operating budget to identify
trends that may extend beyond the statutorily mandated one-year budget. Additionally, the City prepares a

! The Center for Economic Development and Business Research, Wichita State University (CEDBR) has contributed to the
information on the local economy.



ten-year capital budget to better allow for the extended timeframe required for completion of capital
projects, including coordination with grant and other funding requirements.

The City manages its finances with a long term perspective. With the knowledge that an economic
downturn was likely, the City took action to lower costs beginning in fiscal 2001, so that cash reserves
were increased as a cushion against expected losses in 2002 and 2003. The positive change in cash
reserve allowed continuation of essential services without a tax increase during a period of revenue
shortfall. As a result, theCity was able to sustain its long standing policy not to increase the level mill
levy, though actual levies fluctuated slightly with changes in assessed valuation. As the City emerges
from the economic downturn, cash balances in excess of target are utilized to cash fund projects to reduce
borrowing costs and preserve debt capacity for future generations.

Under a comprehensive, written investment policy, the City manages a pooled funds investment program
for all cash not otherwise restricted. The program allows the City to invest its cash in secured investments
for larger amounts, for longer terms, with fewer total investment transactions and for generally higher
yields on City investments.

The City's insurance, self-insurance, and safety programs are funded and administered through the City’s
Risk Management office. The funds are maintained in a risk management reserve fund as authorized in
Kansas Statutes. In addition, the City, Airport Authority, Wichita Housing Authority, Art Museum, and
Wichita Public Building Commission maintain insurance policies and bonds as detailed in the Additional
Information Section of this report.

The City contributes to two single-employer defined benefit pension plans and a single-employer defined
contribution plan, covering all full-time employees. At the close of 2006, the Wichita Employees’
Retirement System’s actuarially accrued pension liability was 110.2 percent funded and the Wichita
Police and Fire Retirement System’s actuarially accrued pension liability was 101.2 percent funded. A
separate comprehensive annual financial report is issued for the City’s pension funds and systems.

RELEVANT POLICY CHANGES

A potential long-term impact on local government finances involves the exemption of commercial and
industrial equipment from personal property taxes, an action taken by the Kansas Legislature in the 2006
session. The measure is phased in by exempting new equipment while continuing to tax existing
equipment until it is fully depreciated. The salvage value is removed when the equipment is replaced.
The impact is mitigated in the initial years by a program approved by the State to replace 90 percent of
any actual loss in the first year, 70 percent in the second year, and 50 percent, 30 percent and 10 percent
in the succeeding years. The full impact of lost revenue to the City of Wichita will not be until 2013 and
is expected to be $6 million annually.

Since 2002, the City of Wichita has provided incentives averaging $1.5 million per year to retain low cost
air carriers at Wichita’s Mid-Contenint Airport. In 2006, Sedgwick County contributed $1million and the
State of Kansas contributed $5 million to to keep airfares low out of Wichita’s Mid-Continent Airport.
Continued support from Sedgwick County and the legislature is anticipated.

Also in 2006, the Kansas Legislature made changes to municipal banking law, expanding the investment
options of local municipalities. Local units of government were granted authorization to invest their
active and idle funds in banks or savings and loans, if the bank or savings and loan maintains a branch in
the taxing district of the government unit investing the funds. The change will allow the City to be more
aggresive in obtaining a higher rate of return while meeting the criteria of the City’s Investment Policy.

MAJOR INIATIVES



Culminating eight years of research and planning in the Water Utiltiy, in late 2006 the piping and
pumping network to recharge the undergound aquifers became neared completion. The groundwater
recharge program is an important element in the 50-year water supply plan.

Major freeway construction continues and is underway on the eastern segments of U.S. 54 which bisects
Wichita.

The elevation of the rail tracks that run north-south through the City continued in 2006. The rail elevation
project is a major undertaking in conjunction with the Union Pacific/Burlington Northern Railways and
the State and Federal Departments of Transporation.

The 2004 groundbreaking of the WaterWalk, a retail and entertainment development adjacent to the
City’s major convention facilities is anchored by Gander Mountain, with additional venues announced.
Street and utility infrastructure construction for the new WaterWalk “urban village” is underway. In
January 2007, ground was broken for WaterWalk Place, a 16,280 square foot mixed-use building that will
provide residential, office and commercial space. Pre-leasing is underway for it and two additional
buildings (68,750 square feet), all scheduled for completion in May 2008. WaterWalk Place also includes
a 2,500 seat outdoor amphitheater and a unique $1 million interactive ‘dancing water show’ fountain.

The City continues exploring options for developing the West 21st Street corridor, an industrial area, and
developing the neighboring retail area into an international marketplace.

Private and public investment continues in the Old Town Area, spurred further by Sedgwick County’s
planned construction of the 15,000 seat arena scheduled to be opened in 2008. A $30 million Wild West
World amusement theme park, just north of Wichita, is scheduled to open in May 2007. The 130-acre
theme park is anticipated to be a major tourist attraction with attendance from May through September
2007 estimated at 500,000.

AWARDS AND ACKNOWLEDGMENTS

The Government Finance Officers Association (GFOA) awarded a Certificate of Achievement for
Excellence in Financial Reporting to the City of Wichita, Kansas for its comprehensive annual financial
report (CAFR) for the fiscal year ended December 31, 2005. The 2005 award represents the 33rd
consecutive year that the City of Wichita’s comprehensive annual financial report earned this award.

The City also received the GFOA’s Certificate of Achievement for Excellence in Financial Reporting for
its Pension Trust Fund CAFR for the fiscal year ended December 31, 2005. The 2005 award represents
the 7th consecutive year that the City of Wichita’s CAFR for pension funds earned the recognition.

In order to be awarded a Certificate of Achievement, a government must publish an easily readable and
efficiently organized comprehensive annual financial report. The report must satisfy both generally
accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that this current
comprehensive annual financial report continues to meet Certificate of Achievement Program
requirements and we are submitting it to the GFOA to determine its eligibility for another certificate.

In addition, The City of Wichita has received, for the 18th consecutive year, the GFOA’s Qutstanding
Budget Presentation Award for its 2006 budget document. The award is the highest form of recognition in
governmental budgeting. In order to receive the award, a government must publish a budget document
judged to be proficient as a policy document, a financial plan, an operations guide and a communications
device. The award is the budgetary counterpart to the Certificate of Achievement and is valid for one year
only.



The Association of Public Treasurers, United States and Canada, awarded a Certificate of Excellence for
the City’s Investment Policy in 2002. The City Council adopted a revised investment policy in December
2005. We believe the new policy will also meet the Certificate of Excellence requirements and we are
submitting it to determine its eligibility for another award. In order to be awarded a Certificate of
Excellence, a government must prepare and publish an investment policy that meets the standards
established by the Association.

Preparation of this report could not be accomplished without the efficient and dedicated services of the
entire staff of the Finance Department. We wish to express our appreciation to all members of the
department who assisted and contributed to its preparation. The City Manager and elected members of the
City governing body are also due credit for their continued interest and support in planning and
conducting the financial operations of the City in a professional, responsible and progressive manner.

Respectfully Submitted,

settyy spoenton

Kelly Carpenter
Director of Finance

Rob Raine
Assistant Director of Finance

Carol McMillan
Controller
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TRANSIT WATER & SEWER
Jay Banasiak David Warren
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CITY COUNCIL MEMBERS

Carl Brewer Mayor 268-4331

Sharon Fearey Vice Mayor (VI) 268-4331

Vacant Council Member (1) 268-4331

Sue Schlapp Council Member (11) 268-4331

Jim Skelton Council Member (111) 268-4331

Paul Gray Council Member (1V) 268-4331

Jeff Longwell Council Member (V) 268-4331
CITY OFFICES
City Manager 268-4351 George Kolb, City Manager
Assistant City Manager 268-4351 Cathy Holdeman, Assistant City Manager
Assistant City Manager 268-4351 Scott Moore, Assistant City Manager
Airport 946-4700 Victor White, Director
Art Museum 268-4921 Charles Steiner, Director
Central Inspection 268-4460 Kurt Schroeder, Superintendent
Finance 268-4300 Kelly Carpenter, Director
Fire 268-4451 Larry Garcia, Fire Chief
Environmental Services 268-8351 Kay Johnson, Director
Housing & Community Services 462-3795 Mary K. Vaughn, Director
Human Resources 268-4531 Sarah Gilbert, Interim Director
Information Technology 268-4531 Jim Norris, Chief Information Officer
Law 268-4681 Gary Rebenstorf, Director of Law & City Attorney
Library 261-8500 Cynthia Berner-Harris, Director
Municipal Court 268-4611 Kay Gales, Court Administrator
Park & Recreation 268-4398 Doug Kupper, Director
Planning 268-4425 John Schlegel, Director
Police 268-4158 Norman Williams, Chief of Police
Public Works 268-4497 Chris Carrier, Director
Transit 352-4802 Jay Banasiak, General Manager
Water and Sewer 268-4504 David Warren, Director
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—— FINANCIAL SECTION ——



—— COMPONENT UNIT ——

The Wichita Building Commission (WPBC) is reported as a
discretely presented component unit within the financial
statements of the City of Wichita (the reporting entity) to
emphasize its separate legal status. The WPBC acquires and
finances buildings or facilities for the City of Wichita or other
local, state and federal agencies, school districts, and the
Wichita State University Board of Trustees.



—— ADDITIONAL INFORMATION —

Additional schedules represent various financial schedules of the City.
Included are supplementary schedules pertaining to long-term debt
obligations and investments.



— STATISTICAL SECTION —

The Statistical Section includes schedules showing ten-year
financial trends as extracted from current and prior years'
financial reports and other supplemental information relevant to
the City. The statistical schedules reflect social and economic
data, financial trends and the fiscal capacity of the City.



— SINGLE AUDIT SECTION ——

The Single Audit Section contains Independent Auditors’
Reports, schedules, and exhibits reflecting Federal, State and
local matching participation in various projects and programs of
the City.
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